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SUBJECT
 
An ordinance and a motion that would authorize $50 million in new variable rate debt for the Wastewater Treatment Division (WTD). 

SUMMARY

Proposed Ordinance 2017-0380 would authorize the County Executive to issue $50 million in new variable rate debt to support the capital program of the Wastewater utility. 

Proposed Motion 2017-0381 would authorize the Finance Director to issue the variable rate debt authorized above to State Street Bank for an initial direct loan period of three years. State Street Bank was selected via a solicitation of banks undertaken by the Executive branch during the summer. 

All projects proposed to be funded from these bond issues have previously been approved by the County Council – this legislation simply establishes the financing to support the WTD CIP. 

BACKGROUND 

King County uses several types of long-term debt instruments. These are: 

1. Unlimited Tax General Obligation Bonds (UTGO) (or just General Obligation Bonds). These bonds come with the full faith and credit of King County. These are voter-approved bonds with pledged repayment of obligations coming from the bond proceeds. The outstanding Harborview Medical Center bonds are the only example of current UTGO bonds issued by the County. 

2. Limited Tax General Obligation Bonds (LTGO). These bonds come with the full faith and credit of the County that is not subject to voter approval. These bonds can be issued by the County without voter approval and are the bonds typically being referred to when discussing the County’s credit rating as repayment is not guaranteed by the voters. This is the most common county debt issuance and King County typically has several LTGO bond sales each year. 

3. Revenue Bonds. Revenue bonds are those backed by revenues by a particular source and are not backed by the full faith and credit of the County. Typically these bonds are only used by major county funds with a long-history of successfully borrowing and repayment. The Wastewater Treatment Division is the only county agency that regularly uses revenue bonds. In terms of dollar value, the County’s Sewer Revenue bonds far surpass its LTGO debt with balances outstanding. 

4. Variable Rate Debt. Bonds that are tied to the overall market conditions and change over time based upon those conditions are variable rate bonds. These bonds have interest rates that change based upon a financial indicator like the Federal Funds Rate, London Interbank Offering Rate (LIBOR) or the Security Industry Financial Market Association (SIFMA) index rate and typically offer lower interest rates over a short period of time. This serves as a hedge for the County against having all of our debt issued for longer durations at typically higher interest rates. Only the WTD has historically used variable rate bonds in King County. 

ANALYSIS

Between 2017 and 2020 WTD is expected to spend about $1.1 billion on its Capital Improvement Program (CIP). WTD’s 2017-2018 adopted CIP is $627 million. Proposed Ordinance 2017-0380 would authorize the Executive to issue up to $50 million in new debt to fund this CIP program. The debt would be backed by the full faith and credit of King County and revenues from the sewer system. The Wastewater Financial Policies call for up to 20 percent of WTD capital to be in the form of variable rate debt. This ordinance would bring the amount to the 15 percent threshold which WTD has tried to maintain over the last several biennia. Further, the issuance of the debt would comply with the financial management policies for WTD by meeting the needs for both cash and debt financing of the capital program.[footnoteRef:1] [1:  WTD Financial Policies Motion: 13798] 


State Street Bank was selected as the vendor for this variable rate issue which would begin with a three-year direct loan. The bonds would be repriced monthly during the initial three year term. The pricing for the debt will be at 70 percent of the one month LIBOR rate plus 45 basis points or 0.45 percent. Currently the one month LIBOR rate is approximately 1.25% so, if the loan was made today, the interest rate would be 1.33 percent.
 
		(70% of 1.25%) = 0.875%
		0.875% + 0.45% = 1.33%

ATTACHMENTS

1. Proposed Ordinance 2017-0380, including attachments
2. [bookmark: _GoBack]Proposed Motion 2017-0381, including attachments
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3. Ken Guy, Finance Director, FBOD
4. Tim Aratani, Manager, DNRP, WTD
5. Tom Lienesch, Economist, DNRP, WTD
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